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KEY ECONOMIC INDICATORS 
In millions of U.S. dollars unless noted 


1985 1986 — 1987 
‘ (Projection) 


Domestic Econom 
Population tmil. year-end) 19.26 19.46 19.65 


Population growth (%) 1.29 1.02 1.00 

GNP in current dollars 60,171 73,246 97,200 

Per capita GNP, current dollars 3,144 3,784 4,991 

Real GNP growth (local currency 5.08 11.64 11.18 
terms ) 

Consumer price % change -0.16 0.70 0.22 


Production and Employment 
Labor force (millions) 7.65 7.95 8.22 
Unemployment rate (avg.) 2.91 2.66 2.05 


Industrial production, % change 1.37 14.93 12.80 
Govt. oper. balance as % of GNP -0.18 -0.10 -0.84 


Balance of Payments 
Exports (Foe) 30,723 39,789 52,100 


Imports (c.i.f.) 20,102 24,165 32,940 
Trade balance 10,621 15,624 19,160 
Current account balance 9,195 16,217 17,285 
Foreign direct investment 260 260 600 
Foreign debt (year-end) 5,412 4,251 2,900 

Debt-service paid 2,028 2,580 2,500 

Debt-service ratio as % of 6.2 6.0 4.5 

exports (goods and services) 

. Forex reserves (year-end) 22,556 46,310 75,000 
Average NT$/US$ exchange rate 39.86 37.85 31.73 


Foreign Investment Approvals 
Total fecautattve) 5,160 5,930 7,400 


U.S. (cumulative) 1,716 1,863 2,300 
U.S. share (%) 33.26 31.42 31.08 
U.S.-Taiwan Trade 
Exports to U.S. (f.0.b.) 14,773 18,995 23,100 
Imports from U.S. (c.i.f.) 4,746 5,416 6,960 
Trade balance 10,027 13,579 16,140 
U.S. share of exports (%) 48.08 47.74 44.50 
U.S. share of imports ($%) 23.61 22.41 21.10 


Principal U.S. exports (1986): Electronic/Electrical Goods 
eeay: agcatest« ($906); Soybean ($381); Machinery 
($368); Corn ($303); Food/Wine/Cigarettes ($295). 

Principal U.S. Imports (1986): Electronic/Electrical Goods 
($4,770);  Textiles/Apparel ($2,604); Machinery ($2,219); 


Footwear ($2,158). 


Source: Directorate General of Budget, Accounting and Statistics 





SUMMARY * 


Taiwan's economic performance in 1987 has been exceptionally 

strong. Real GNP growth will be about 11.2 percent in 1987. 

Nominal GNP will reach $97.2 billion or $4,991 per capita. Exports 
should rise 31 percent in U.S. dollar (US$) terms and imports 

36 percent. The overall trade surplus will expand 23 percent to 
$19.2 billion. Industrial output will grow 14 percent, with the 
biggest gains in heavy industry. Domestic investment is expected to 
be up 19 percent over 1986. Domestic money supply and foreign 
exchange reserves are rising sharply, reflecting rapid growth of the 
current account surplus and speculative capital inflows. 


The economy is expected to grow 6 to 8 percent in 1988. Export and 
import growth rates are expected to fall and the trade surplus 
stabilize. Private investment will expand more slowly than in 1987, 
but will increase its share in GNP. Excessive liquidity in the 
economy could stimulate price increases. 


Rising domestic liquidity helped stimulate a revision of foreign 
exchange controls which significantly liberalized capital outflows 
while tightening restrictions on capital inflows. The failure of 
the domestic financial market to effectively channel excess savings 
argues strongly for capital market reform; 1988 should see further 
liberalization of banking and securities and increased outward 
direct and portfolio investment flows. New Taiwan dollar (NT$) 
appreciation is helping transform the economic structure toward 
greater capital and technology intensive production. 


Labor is becoming more assertive politically, and wages are rising. 
Environmental protection has become a popular issue and led to the 
. formation of an Environmental Protection Administration, which 
appears to have the funds and political backing to effectively 
implement pollution control laws. 


Taiwan's persistent trade surpluses and huge foreign exchange 
reserves have been strongly criticized by its major trading partner, 
the United States. The authorities appear to accept the need to 
stimulate domestic demand, increase imports, and reduce dependence 
on the U.S. market. They are pursuing a cautious fiscal policy, 
liberalizing the financial market to a degree, lowering tariffs, 
encouraging export market diversification, and offering low interest 
export financing to U.S. exporters of industrial goods. 


Best prospects for U.S. firms include the health, energy, 
transportation, environmental, information processing, 
communications, electronics, consumer, and process control markets. 
End Summary. 


*This report was prepared in December 1987. 
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CURRENT ECONOMIC SITUATION AND TRENDS 


CONTINUED HIGH GROWTH IN 1987: Taiwan's export-driven economy will 
turn in its second year of double digit growth, with real GNP up an 
estimated 11.2 percent. Despite continued appreciation of the New 
Taiwan dollar against the U.S. dollar, sales to the United States 
may grow by 26 percent, with exports to Japan and Europe up even 
more dramatically. Taiwan's 20 million inhabitants now boast a 

$97 billion economy. Per capita GNP is the fourth highest in Asia. 


Total exports are expected to rise 30.9 percent to over $52 billion, 
and imports 36.3 percent to almost $33 billion. Total trade in 
goods and services is expected to rise 33 percent to $85 billion, 
and the surplus almost 23 percent to $19.2 billion. Although the 
U.S.-Taiwan trade deficit will expand by some 19 percent to 

$16.1 billion, the U.S. export market share dropped to 44.5 percent 
from 47.7 percent in 1986.* 


Industrial output increased 13.8 percent January-October, with 
growth in heavy industry outpacing that for light industry almost 
three to one, evidencing the quickening pace of structural 
transformation. Stimulated by surging export demand, real domestic 
investment is estimated to be up 19 percent over 1986 and to rise to 
18.8 percent of GNP from 15.8 percent in 1986. Direct foreign 
investment approvals may hit US$1.4 billion, led by U.S. and 
Japanese investors and concentrating on electronics and electrical 
products and the service sector. Recorded outward investment was up 
dramatically to $120 million for the first 10 months of 1987, 

80 percent of which went to the United States and concentrated in 
construction and electronics. 


Consumption spending failed to keep pace with income growth as the 
national savings ratio could top 40 percent. Public spending as a 
share of GNP fell to 14.1 percent from 14.5 percent in 1986. Net 
foreign assets could hit $75 billion by the end of the year, and 
money supply may expand by over 40 percent. Despite excess domestic 
liquidity, prices remained essentially flat. 


1988 GROWTH LOWER, BUT STILL STRONG: For 1988, the Taiwan 
authorities forecast lower, but still respectable real GNP growth at 
7.5 percent. The final outcome will depend on international demand 
factors, the movement of the New Taiwan dollar against the U.S. 
dollar, and the degree to which domestic demand can substitute for 


Srsean. as an engine of growth. Nominal per capita GNP may reach 
6,183. 


* Figures are those supplied by the Taiwan authorities and may not 
agree with U.S. Government statistics. Due to local currency 


appreciation, U.S. dollar trade figures do not accurately reflect 
volume changes. 
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The Taiwan authorities are projecting a drop in the 1988 export 
growth rate to less than 10 percent as compared with 31 percent in 
1987. Imports are expected to grow at around 18 percent, down from 
36 percent. At these growth rates, the trade surplus will drop 
slightly to $18.9 billion. 


Investment in capital and technology intensive industries will help 
increase capital spending by over 12 percent, down from the 1987 
rate of growth. Although the authorities plan to follow a mildly 
expansionary fiscal policy in FY 1988 (7/1/87 to 6/30/88), they have 
had difficulty in disbursing budgeted construction funds to date 
with outlays reportedly NT$60 billion behind schedule. Private 
consumption spending could rise as reductions in import tariffs and 
development of the retail sector might tempt consumers to loosen 
their purse strings. (Hong Kong and Japanese investors have been 
particularly active in the retail services sector). Inflation is 
expected to remain at a low level in 1988 despite high domestic 
liquidity. 


The authorities plan to implement a further round of tariff cuts on 
some 3,575 items in January 1988. The scope for foreign 
participation in the domestic securities business could be widened 
and controls on foreign exchange transactions further loosened. The 
authorities have dropped plans to administratively control export 
growth, although they are encouraging export diversification, 
especially to Japan and Europe. Taipei has also taken steps to 
expand trade with East Bloc countries. 


AN ECONOMIC "BIG BANG": Taiwan's economy is awash in idle funds. 
Persistent current account surpluses and speculative inflows have 
fed foreign exchange reserve and domestic money supply growth. The 
stock of speculative funds could amount to as much as $20 billion, 
$7 billion of which is estimated to have entered during 1987 alone. 
Idle deposits in all financial institutions are estimated at 

NT$1.6 trillion, over 50 percent of GNP. 


Despite a 43 percent rise in the domestic money supply 

(M1B: currency plus checking and savings deposits) in 1987 after a 
47 percent expansion in 1986, prices have been relatively stable due 
to tariff cuts and currency appreciation, the consumer price index 
rising only 0.22 percent. Taiwan benefited from low world oil 
prices as much of its petroleum has been imported at long-term 
contract prices of $18 per barrel or less. Nontraded asset prices 
have been the exception: real estate prices (not included in the 
consumer price index) rose 20 to 40 percent in the first 10 months 
of 1987, and the stock market price index soared 350 percent from 
end-1986 before dropping in early October. 


The rapid increase in foreign exchange reserves, which well may 
reach $75 billion by the end of 1987, provided the impetus for the 
partial dismantling on July 15 of currency controls that had been in 
Place for some 35 years. Reversing the traditional emphasis on 
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encouraging capital inflow while restricting outflow, the new 
put a yearly cap of $5 million on outward capital remittances 
account before regulatory approval is required, while scaling 
inward remittances to only $50,000 per year without approval. 
transactions arising from trade in goods and services are not 
subject to any limitation. 


Expectations of further New Taiwan dollar appreciation and lack of 
knowledge of foreign investment opportunities have helped keep 
portfolio capital outflow to a relative trickle thus far, although 
real estate sales, especially in the United States, are gaining 
momentum and outward direct investment is responding to changing 
comparative advantage in production. Portfolio investment outflow 
will assume greater importance in the future. This recognition has 
already led to a mini-boom in the establishment of investment 
consulting and real estate sales offices here. Greater flexibility 
to import foreign technology and expertise will benefit local firms 
aiming to upgrade their operations. 


The protected domestic financial market has shown itself 
ill-equipped to effectively invest excess domestic savings. 
Criticism from major trading partners has also mounted and steps 
have been taken to open the banking, securities, and insurance 
industries. A new banking law is expected in late 1988 that will 
permit foreign banks to hold savings and trust licenses for the 


first time. The revised securities law may allow greater foreign 
participation in the domestic market. Local securities firms and 
banks are being encouraged to improve domestic service and to 
develop international expertise. Foreign securities firms and banks 
cannot now sell foreign financial products directly on the local 
market. 


The authorities have partially opened the local insurance market to 
U.S. participation. Five U.S. firms are already licensed to do 
business. Applications are accepted each August and four additional 
firms, two life and two property, will be approved each year 
beginning in 1988. 


IMPACT OF NEW TAIWAN DOLLAR APPRECIATION: The New Taiwan dollar 
rose 29 percent against the U.S. dollar between September 1985 and 
December 1987, with nearly 20 percent of that rise in 1987. Even 
so, several factors have combined to blunt the impact of New Taiwan 
dollar appreciation on Taiwan's exports. Taiwan benefited from 
relative low rates of appreciation as the yen and mark rose twice as 
much against the U.S. dollar as the New Taiwan dollar during the 
2-year period. Short-run inability of other suppliers to replace 
Taiwan's capacity or match production quality; labor unrest in other 
supplying countries, especially South Korea (Taiwan's closest 
competitor in many export categories); and the ability of domestic 
producers to cut costs and upgrade products have also been cited as 
mitigating factors. 
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Exporters also benefited from Central Bank support of the local 
forward foreign exchange market. By guaranteeing to buy 90 percent 
of all forward U.S. dollar contracts (cut to 40 percent in June and 
zero on July 15) at artificially high forward rates, the Central 
Bank effectively subsidized about half of Taiwan's total exports in 
1987 an average of over 7 percent of the New Taiwan dollar sales 
price. The forward market virtually collapsed when the buyback 
ratio dropped in June and the last of May's 180 day contracts came 
due in November, leaving exporters without this cushion thereafter. 


The New Taiwan dollar's rise against the U.S. dollar has accelerated 
the pace of structural transformation toward capital and technology 
intensive production as well as an upgrading of traditional products 
and changes in output mix. Heavy industry now accounts for 56 
percent of manufacturing production, up from 46 percent in 1976. 
Electronics and electrical products (particularly the fast-growing 
information hardware industry), machinery, metal products, and 
transport equipment have fared the best. 


Upstream textile makers and sporting good and toy manufacturers with 
innovative products are also doing well. Shoes and garments are 
facing increasing competition from lower cost locations in Asia and 
elsewhere. Some low-end manufacturers are in the process of moving 
production offshore. 


LABOR 'S RISING COST AND DISCONTENT: Skilled workers and technical 
personnel are still relatively inexpensive, but unskilled labor is 
in increasingly short supply. The average manufacturing wage rose 
10 percent in 1986 and will rise an estimated 9.5 percent in 1987. 
Labor is also becoming more assertive politically. Largely in 
response to 1986 electoral defeats, the ruling Kuomintang party 
established a cabinet-level Council of Labor Affairs on August l. 


RISE OF ENVIRONMENTALISM: Taiwan's natural environment has suffered 
tremendous damage due to growth policies that ignored the social 
cost of pollution. With rising affluence, the public has become 
increasingly sensitive to the problem and is demanding corrective 
action. The new activisim is evidenced by local protests which have 
delayed or forced the cancellation of several major infrastructural 
projects. A cabinet-level Environmental Protection Administration 
(EPA) was established in August and is placing a high priority on 
enforcement and strengthening of laws. 


EXPANDING SURPLUS FORCING CHANGE IN TRADE POLICY: Taiwan's 
authorities have traditionally used a variety of means to promote 
exports while minimizing imports. Persistent and growing trade 
surpluses and increasing criticism by Taiwan's major trading 
partners have forced the authorities to step up the pace of market 
opening. 
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The harbor tax has been reduced from 4 percent on imports (c.i.f.) 
to 0.5 percent. Imports of bulk commodities will be partly 
liberalized next July 1. Tariff rates on 1,699 items were lowered 
and another 15 exempted will be exempted from duties in January 
1987. Duties on some 1,200 items were temporarily reduced in April 
and June, leaving the overall average ad valorem tariff rate at 20 
percent, 30 percent for agricultural and 18 percent for 
nonagricultural products. Further rate reductions on some 3,500 
items to take effect in January 1988 will reduce the average ad 
valorem tariff rate to around 

16 percent. The authorities plan to remove 700 items from the duty 
rebate eligible list in 1988 and to eliminate the system by 1990. 


The Taiwan Export-Import Bank is offering an export financing 
facility to U.S. firms selling capital equipment and industrial 
inputs. The fixed rate relending facility is available through 
correspondent U.S. banks for up to $2 million per transaction. 


UNITED STATES —- TAIWAN TRADE RELATIONS 


Taiwan is the fifth largest trading partner of the United States, 
Based on U.S. data, Taiwan exports to the United States grew 

27.4 percent to $19.8 billion in the first three quarters of 1987 
(Taiwan data: $17.7 billion or 44.8 percent of total exports). 
During the same period, U.S. shipments to Taiwan rose 27 percent to 


$4.9 billion. (Taiwan data record a 34.5 percent increase in 
imports from the United States, giving the United States a 

21.4 percent of the import market, second to Japan's 34.8 percent 
share. ) 


As a result, Taiwan now has the second largest bilateral trade 
surplus with the United States after Japan, up 27.6 percent to 
$14.9 billion in the first 9 months of 1987, according to U.S. 
statistics. 


In response to U.S. requests, Taiwan has reduced tariffs on a number 
of items in which U.S. producers are highly competitive and has 
removed import bans on other items; it has opened its market to U.S. 
wine, beer, and tobacco products; and it has made efforts to 
increase procurement of U.S. products, especially for a number of 
major projects. Protection of intellectual property rights has also 
improved. U.S. insurance firms are expanding their operations in 
Taiwan and the environment for American banks has improved. 

Overall, these measures have enlarged the access of local consumers 
to foreign products and improved the investment climate. 


BEST PROSPECTS FOR U.S. EXPORTS 
U.S. firms will find major opportunities in the health care, energy, 


transportation, environmental, information processing, 
communications, electronics, consumer, and process control markets. 
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By July 1988, three hospital projects (the National Taiwan 
University Hospital, the Veterans General Hospital in Kaohsiung, and 
the National Cheng Kung University Hospital) will result in medical 
service and equipment contracts in excess of $200 million. The 
National Defense Medical Center will spend $190 million for design, 
construction, and equipment for aerospace and deepwater medical 
research institutes. 


Taipower plans to tender several projects of interest to U.S. firms 
in 1988. Bids for a $100 million flue gas desulfurization system on 
Taipower's Hsinta plant are scheduled for July 1988. Valued at over 
$230 million, six pump turbines, six motor generators, and 
hydromechanical equipment for the Mingtan pump storage project will 
be tendered by the end of December 1987. Conveyor systems and 
unloaders worth $60 million will be bid in June 1988. Taipower will 
automate its transmission control system over 8 years at a cost of 
$500 million, including $240 million in foreign procurement. 
Taipower will also spend $2.4 billion on four thermal plants in 
Taichung; $510 million will be purchased from abroad. The 
state-owned enterprise is expected to renew efforts to expand 
nuclear power production and to seek funding for as many as six new 
reactors. 


Environmental concerns are growing quickly, creating a new market 
for services and equipment. The American Trade Center (ATC) in 
Taipei will hold a trade show for U.S. pollution control equipment 
and environmental services in December 1988. ATC also plans to 
stage environmental conferences in Taipei and Kaohsiung in 1988 to 
present U.S. environmental technologies. Taiwan's EPA plans to 
install an island-wide pollution monitoring system. Equipment 
purchases will begin in January 1989; imported equipment procurement 
is likely to exceed $55 million. Between July 1987 and June 1996, 
the authorities plan to invest $2.42 billion for solid waste 
disposal. The project calls for 44 incinerators, 486 district and 
small-scale sanitary landfills, computerized solid waste management 
systems, and other resource recovery technologies. Private sector 
Firms are expected to spend heavily to monitor, control, and 
pretreat industrial discharges. 


Taiwan's pollution control market is projected to grow at an annual 
rate of 20 percent from an estimated $800 million in 1986 to 

$1.7 billion in 1990. Equipment sales to public agencies and 
state-run enterprises will remain promising for U.S. exporters. 
Various public and private projects will ensure numerous sales 
opportunites in pre-project planning, study, and analysis. 


Taipei and Kaohsiung are planning rapid transit systems. 
Kaohsiung's project is still in the study stage, but work on the 
Taipei system is well underway. The project is expected to cost 
nearly $15 billion, including significant foreign procurement. 
Completion is targeted for the end of 1999. American Transit 
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Consultants (Bechtel, Raymond Kaiser and Parsons Brinckerhoff) has 
been selected as the general consultant for the “heavy rail" line 
while Daniel Mann, Johnson and Mendenhall is doing the "medium 
capacity" system (MCTS). Tenders for MCTS detailed system 
specifications were issued on December 5, 1987; the construction 
contract is expected in April 1988. Taiwan Railway will invest $150 
million in line electrification, including about $50 million in 
foreign purchases. Equipment procurement will be by open tender 
through the Central Trust of China beginning 1989. 


The Directorate General of Telecommunications (DGT) will spend some 
$2 billion over the next few years on an island-wide digital network 
system. Equipment procurement in 1988 is estimated at $351 million 
and at $300 million in each of the following 2 years. Opportunities 


to market cellular phones and systems are expected in the near 
future. 


In 1986, sales of U.S. computers and related products were valued at 
$193 million. Sales of U.S. products are expected to grow at an 
average annual rate of 20 percent to $455 million in 1990. U.S. 
suppliers are expected to capture 50 percent of the computer market 
sector. Promising end-users include larger business firms, 
educational and research institutes, financial institutions, public 
Organizations and state-run enterprises. Sales of mainframes, small 
business computers, minicomputers, 32-bit microcomputers, and 
sophisticated peripherals will be brisk. 


Total purchases of imported industrial process controls (IPC) were 
$290 million in 1986. The import market may grow 15 percent per 
annum to $508 million in 1990 as local plants modernize production 
facilities. American suppliers are expected to be in an excellent 
position to compete in the growing market for electronic/electric 
IPCs and computer-based control systems. 


The market for laboratory and scientific instruments, valued at 

$320 million in 1986, could increase 15-20 percent per year through 
1990. Best sales opportunities for U.S. suppliers include 
analyzers, chromatographs, physical/chemical analysis instruments, 
and testing instruments for industrial hardness, strength, 
compressibility, and elasticity. Prospective end-users are 
state-owned research organizations, educational research institutes, 
state-run enterprises and the chemical, food, electronics, 
computer-related, medical and health-care industries. 


The market for imported home appliances should increase by 15 
percent annually from $163.5 million in 1986 to approximately $285 
million in 1990. U.S. laundry machines and refrigerators are 
particularly competitive. Potential for other appliances will 
improve if expected tariff reductions take place. The prime market 
is Taipei, followed by Kaohsiung, Taichung, and Tainan. 
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With rising income levels, Taiwan has been sending a growing number 
of tourists abroad each year. Available travel services are 
extensive and discounts on airfares and package holidays sizable. 
Over 800,000 Taiwan residents traveled overseas in 1986, about 
300,000 as tourists. The American Institute in Taiwan processed the 
issuance of 91,894 U.S. visitor visas in FY 1987. Due to 


educational or family ties, the United States is a popular 
destination. 


The U.S. Trade and Development Program (TDP) actively assists U.S. 
firms to market in Taiwan. Most TDP activity to date has been in 
the environmental and transportation sectors. TDP offers grants for 
studies and other activities which will lead to increased sales of 
U.S. plant, equipment, and services. U.S. firms seeking to expand 
their sales on Taiwan should contact the Economic/Commercial Section 
of the American Institute in Taiwan (AIT) for further details. 


The following are on AIT's Trade Event Schedule in 1988: 


U.S. Food and Beverage Show (3/88) 

Research and Development Show (4/88) 

Food Industries Show (4/88 at the World Trade 
Center) 

Incineration Conference (5/88) 

Computex Show (6/88 at the World Trade Center) 

Far Eastern Department Stores’ U.S. Consumer Goods 
in-Store Promotion (7/88) 

Medical & Dental Equipment Trade Mission (7/88) 

Electronic Components Show (8/88) 

Electronic Office Show (9/88) 

Plastics Equipment & Machinery Video Catalog 
Exhibition (11/88) 

Pollution Control Show (12/88) 


U.S. firms may contact AIT directly or via Department of Commerce's 
International Trade Administration district offices for information 
about these events and the many other commercial services which AIT 
can provide. The FAX number for AIT's commercial unit is 
886-2-718-1377 and for the economic unit 886-2-701-4216. For market 
research and information on doing business in Taiwan, you may also 
contact the Taiwan desk at the Department of Commerce (202-377-4957) 
and Bruce Strong at AIT's corporate headquarters located in 
Arlington, VA (703 525-8474). 











